The purpose of this article is to propose the integrated index of Public Governance efficiency based on the Fishburne's method, considering the impact's power and direction of the different sub-indexes (Worldwide Government Indicators) on macroeconomic stability and eliminating the issue of multicollinearity. The object of the study was 11 European countries that had two common features: 1) in the political sphere, during 1990-1992 the countries started the political transformation process by refusing the monopoly of the communistic regime; 2) in the economic sphere, the countries experienced transformation from planned to market economy. Based on these criteria, the following countries were selected: Lithuania, and Ukraine. The research findings proved a connection between the political and social determinants and the macroeconomic stability for the all the countries. Moreover, the research results confirmed the existence of a cycle of social and political conflict, which depends on inter-relation of Public Governance and the Yuriy Bilan, Agota Giedrė Raišienė, Tetyana Vasilyeva, Oleksii Lyulyov, Tetyana Pimonenko. Public Governance efficiency and macroeconomic stability: examining convergence of...
Introduction
The ongoing trend of world development justifies the emergence of new challenges for countries in order to strengthen their competitiveness. The main indicator that influences the economic competitiveness of a country is the level of macroeconomic stability.
It should be emphasised that after the global financial crisis in 2008-2009, most countries lost their position in the world economy. In Europe, Switzerland became the absolute leader according to the Global Competitiveness Index, whereas Moldova, Romania, Croatia, Bulgaria, Poland, Lithuania, Latvia and a lot of other nations lost their position (Global, 2018) . Aiming to provide an effective mechanism to achieve macroeconomic stability of the economy, in 2011, EU authorities updated and implemented a new procedure for estimating the level of macroeconomic stability called Macroeconomic Imbalance Procedure (MIP). The main feature of this procedure is that it takes into account the relationship between the actions and the consequences in one country that could affect other countries. Accordingly, the main goal of the MIP is to identify, prevent and address the emergence of potentially harmful macroeconomic imbalances that could adversely affect the economic stability in a particular EU country, the euro area, or the EU as a whole (Dealing, 2017) . Nevertheless, the negative consequences of previous crises have not been totally overcome by some countries yet. A huge negative impact is felt in the post-Soviet countries in particular. These countries still have big gaps between economics, political and social institutions. In their case, the key issue is understanding the main factors and determinates that influence the growth and macroeconomic stability of the country.
According to the conditional convergence concept based on the economic grow model of Solow (1956) , whether absolute convergence between countries or regions occurs depends on whether they have similar characteristics (Barro, Sala-I- Martin, 2004) . Besides the traditional labour, capital, technical progress, and natural resources, the concept of conditional convergence includes Public Governance efficiency with such elements as education, prudent economic policies, institutional arrangements, long-term perspective of strategic planning, etc. (Rodrik, 2014; Jovovic et al., 2017) .
Considering the relevance of Public Governance impact to the country's macroeconomic stability, the authors aimed to compile an integrated index of Public Governance efficiency. The index was based on the Fishburne's method, and a dy-namic panel lags model was based on the GMM model, which eliminates the heterogeneity problems of changing the indicators in different countries and the errors of their assessment. The object of the study was 11 European countries that had two common characteristics: 1) the element of similar situation in state policy: during 1990-1992, all of them started the political transformation process by refusing the monopoly of the communistic regime; 2) the element of similar situation in economics: all of them had experienced transformation from planned to market economy. Based on these criteria, the following countries were selected: Lithuania, Latvia, Poland, Bulgaria, Croatia, Romania, Armenia, Belorussia, Georgia, Moldova, and Ukraine.
Public Governance and country's macroeconomic stability: features of inter-relation
EU Regulation No 1176/2011 on the prevention and correction of macroeconomic imbalances is taken as background in discussion on the issue of estimating the country's macroeconomic stability. The regulation defines macroeconomic imbalance as 'any trend giving rise to macroeconomic developments, which are adversely affecting, or have the potential to adversely affect, the proper functioning of the economy of a Member State or the Economic and Monetary Union, or the Union as a whole', while excessive imbalances are seen as severe imbalances that jeopardise or risk jeopardising the proper functioning of the Economic and Monetary Union (EMU) (Regulation, 2018). In the academic literature, various authors (e.g. Manso et al., 2015; Pilia, 2017; Żelazny, 2017; Lyeonov et al., 2018) analyse the macroeconomic stability in low-middle development countries through basic indicators, such as the level of GDP growth, unemployment rate, inflation rate, budget balance of the state to GDP, and balance of the current turnovers size to GDP. Vasylieva et al. (2018) proved the relationship between macroeconomic stability and the country's economic growth through a modified Cobb-Douglas production function, where macroeconomic stability, openness of the economy and direct foreign investments were used as additional explanatory variables of the Cobb-Douglas production function. Vasylieva and Kasianenko (2013) proved that innovation potential is a key factor that indicates the country's development and consequently influences the macroeconomic stability. Krasnyak et al. (2015) , Lyulyov (2015) , Blanco-Encomienda and Ruiz-García (2017) defined macroeconomic stability as the sustainable development of all economic sectors (corporate sector, transport system, renewable resources, etc.). Chygryn et al. (2018) analysed the results of fiscal decentralisation as the main factor that influences social and economic development. However, in scientific literature, institutional environment of Public Governance is also underlined as a key determinant of macroeconomic stability, along with the traditional ones, such as labour, capital, technical progress and natural resources (Alguacil et al., 2011; Rodrik, 2014; Arif, Ahmad, 2017; Salter, Tarko, 2017; Yimer, 2017) . The role of Public Governance is twofold in the context of macroeconomic stability: it can block the opportunistic behaviour when dividing resources, but in cases of disproportion in authority, lack of accountability and transparency, as well as a high level of corruption etc., it can intensify the diffusion of negative macroeconomic effects from external shocks and decrease the pace of post-crisis recovery of macroeconomic stability. This was proved by Mehanna et al., (2010) who analysed the impact of Public Governance efficiency on economic growth of MENA countries (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) and highlighted the statistically significant and positive impact of some of the Worldwide Government Indicators, such as voice and accountability, government effectiveness and control of corruption, on economic growth. Moreover, Bayar (2016) found that Worldwide Government Indicators have a statistically significant and positive impact on economic growth. The author observed that decreasing the level of corruption has the most significant impact on economic growth. At the same time, achieving political stability in the country, as a key indicator of Public Governance efficiency and vice versa, has the lowest impact.
In order to deal with differences in the rating of key impact factors and to reliably estimate the impact of Public Governance efficiency on economic growth, the researchers strived to develop methodologically well-grounded models. Zaman and Drcelic (2009) macroeconomic stability index based on the pentagon macroeconomic stability concept, suggested by Kolodko (1993) , can be mentioned as one. The pentagon is based on five indicators of stability: real GDP growth, unemployment, inflation, budget deficit and foreign debt. 
The governance index here was calculated by using the main principles of Principal Component Analysis (PCA) for the Worldwide Government Indicators. The calculations allowed to make a conclusion that an increase of governance index by 1% would result in an increase of GDP by 2%. Another instrument, i.e. Worldwide Government Indicators, was developed as efficiency criteria of political institutions by Kaufmann, Kraay and Zoido-Lobatón (1999) and Kaufmann, Kraay and Mastruzzi (2004) . In their research, the authors presented substantially expanded and updated indicators of the six dimensions of governance. Nevertheless, they declared that this type of data cannot substitute for indepth, country-specific governance diagnostics as a basis for policy advice to improve governance in a particular country (Kaufmann, 2004, p.40) .
As can be seen, there is a variety of methodologies, models and indexes for estimating and measuring the interdependence of macroeconomic stability and Public Governance efficiency. Thus, further analysis of different cases with the aim to collect adequate knowledge on the issue is still needed in science as well as in practice.
Research methodology
With the purpose of formalising the impact of Public Governance efficiency on macroeconomic stability, we propose the following dynamic lag model: (2) where MS it -level of macroeconomic stability; WGI it -integrated index of the Public Governance efficiency; X it -matrix of variables of country's social development; α 0 …α 3 , -constants; ε it -deviation of equation.
The main features of the developed research model (2) are the following: 1) based on the GMM, it is possible to eliminate the heterogeneity problems of changing the indicators in different countries and the errors of their assessment; 2) lag variables MS it-1 take into account the chain reaction 'Public Governance efficiency in the previous year → level of macroeconomic stability in the previous year → level of macroeconomic stability in the current year'; 3) the matrix of variables was formed taking into account the convergence impact of the social determinants and Public Governance efficiency on the level of macroeconomic stability (variables that had significant impact in calculating social progress index proposed by Lyulyov et al. (2018) ), using the principal components method: human development index (HDI), global innovation index (GII) and freedom index of mass media (PFI).
Also, we used macroeconomic stability index (Zaman and Drcelic, 2009 ) and Worldwide Government Indicators as efficiency criteria of political institutions (Kaufmann et al., 1999; Kaufmann et al., 2004) . These were namely: voice & accountability (WGIViA), political stability (WGIPS) and lack of violence, government effectiveness (WGIGE), regulatory quality (WGIRQ), rule of law (WGIRL), and control of corruption (WGICC). The abovementioned indexes are based on the statistical data, choosing only expert interview as a method for collecting datasets and making calculations for a high number of countries.
To estimate the Public Governance efficiency WGI was used here
where w i -weight of і sub-index, n -quantity of sub-indexes, j -rank of subindex, WGI i -calculated і sub-index values.
The main features of calculations made are as follows: 1) they were based on the Fishburne's method (Fishburne, 1978) and took into account impact's power and direction of the different sub-indexes (Worldwide Government Indicators) on macroeconomic stability, eliminating the issue of their multicollinearity; 2) the weight coefficients for each index were calculated empirically using the non-linear econometric model that estimates the impact's power and direction of each sub-indexes on macroeconomic stability.
The object of the study was European countries that had started a political transformation process by refusing the monopoly of the communistic regime, and ii) had experienced transformation from planned to market economy. Based on these criteria, 11 countries were selected: Lithuania, Latvia, Poland, Bulgaria, Croatia, Romania, Armenia, Belarus, Georgia, Moldova, and Ukraine.
Research results
The results of the analysis showed that the impact of Public Governance efficiency on macroeconomic stability was different for each country group (Table 1) . Thus, in the EU countries (Lithuania, Latvia, Poland, Bulgaria, Croatia, Romania) the impact of each sub-index of Public Governance efficiency on macroeconomic stability was statistically significant (1 to 5%) and positive. The most influential factors-stimulators of macroeconomic stability were: WGIViA (increasing МS by 98%), WGICC (by 69%) and WGIGE (by 46%).
For the post-Soviet countries characterised by authoritarian manifestations in Government (Economist Intelligence Unit, 2018) or in the beginning the transformation process (Belarus, Armenia), only the sub-index of WGIPS had the most significant impact. It shows that democracy is not a consequence of political stability. Nevertheless, if countries from this group do not implement reforms on increasing Public Governance efficiency, the macroeconomic stability will decrease (the decrease of WGIRL, WGIGE, WGIRQ leads to a decrease of MS by 21.39%, 20.89% and 14.73% respectively).
For countries in the last stage of transformation to democracy (Economist Intelligence Unit, 2018), i.e. Georgia and Moldova, indicators WGIPS, WGIRQ, WGIGE had a positive impact on macroeconomic stability. At the same time, indicators WGIViA, WGICC, WGIRL had a negative impact. If these countries do not finish their transformation process in the nearest future, they could return to an authoritarian government and the level of macroeconomic stability will decrease (on average by 15% for every percentage point of indicators).
In Ukraine, Public Governance efficiency did not influence macroeconomic stability, and this fact actualises the problem of society's trust (decrease of WGIViA led to a decrease of macroeconomic stability by 32%, correlation coefficient 0.559).
In addition, the research shows the defective cycle of social and political conflict: on one hand, the efficiency of Public Governance could not exist without the support from the society; on the other, the society could not cooperate with ineffective Public Governance. The permanent disregard of this conflict is the biggest issue for a country's macroeconomic stability. The findings allowed to develop a model of functional relationships integrated indicator WGI from its sub-indexes for every group of countries: The calculation results of integrated indicator WGI using (4) for the group of countries are presented in the Table 2 . The results of calculation using the model developed (2) are presented in the Table 3 . 
Values of constant α corresponds to the variables in the dynamic model (1)
MS After research results, the increase in the level of Public Governance efficiency by 1% will have the following consequences: for EU countries-an increase in macroeconomic stability by 5%; for Belarus and Armenia-a decrease in macroeconomic stability by 46%; for Georgia and Moldova-a decrease of 16%; for Ukraine-a decrease of 35%.
The convergence of social and political determinants of the MC (simultaneous increase in the level of Public Governance efficiency and social progress) was fixed only by the indicator HDI for the EU countries and indicators GII and PFI-for Georgia and Moldova.
Conclusions
1. The calculations confirmed that the Public Governance efficiency is a significant determinant of changes in the macroeconomic stability at the level of 1-5% for all groups of countries (with the exception of Georgia and Moldova, when applying the models considering convergent influence). Among the analysed countries, the index of Public Governance efficiency was at a low level with a negative sign, and decreasing it by 1% would have the following consequences: for Belarus, Armenia-macroeconomic stability reduced by 46%; for Georgia, Moldova-reduced by 16%; for Ukraine-reduced by 35%. At the same time, for EU countries, the Public Governance efficiency indicator had a positive sign that it is why the increase of it indicator by 1% led to the increasing of macroeconomic stability by 5%. The hypothesis about the convergence of the social and political determinants of the MS (simultaneous increase in the level of Public Governance efficiency and social progress) was confirmed only by the indicator KHDI for the EU countries and indicators KGII, KPFI for Georgia and Moldova. 2. Thus, according to the findings, the paradigm of governance management in the analysed countries (Belarus, Armenia, Georgia, Moldova, Ukraine) should be transformed to the direction on the concept of Good Governance. 3. This concept dominated among the analysed EU countries, based on the involvement of the society in the democracy principals. Therefore, under this concept, the efficiency of Public Governance could be estimated through the quality of collaboration between society and governance. At the same time, the involvement of the society relates to the level of social progress. In this case, implementing the Good Governance concept could decrease the government's transaction expenditures, which would have a significant impact on the level of the country's macroeconomic stability. It should be noted that effective realisation of the abovementioned activities would lead to the minimisation of bureaucracy; reduction of corruption; increasing of transparency in decision making at the government level; increasing of the Public Governance openness, increasing of the level of trust of Public Governance by the society and etc. Indicator WGI showed in table 2 of paper 
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